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Abstract 
Small, Micro and Medium-sized Enterprises (SMMEs) contribute to the national economy 
significantly. However, many SMMEs have difficulties in accessing bank finance due to the 
lower level of their human capital and scarce financial resources in the context of 
developing economies. This study aims to investigate the key factors of human capital and 
associated issues with access to bank finance from gender and race perspectives. A survey 
design combined qualitative and quantitative research approaches were employed in this 
study. Data were collected through a self-administered questionnaire and a number of 
interviews. A group of SMME owners (n=532) were randomly selected from the Western 
Cape, South Africa. The findings demonstrated that the human capital and gender of 
SMMEs is not strongly associated with success in securing bank finance. From a race 
perspective, white entrepreneurs are more likely to be approved for bank finance than other 
race groups. 
 
1. INTRODUCTION 
Bank finance is critical to the development of Small, Micro and Medium-sized Enterprises 
(SMMEs) [1, 2]. Research shows that financial capital input levels are strong determinants 
of a new venture’s survival prospects [3, 4] and growth [5]. A number of studies addressed 
the relevance of human capital to bank finance. It includes education, business training, 
first business, multiple ownership, management experience and work experience [6, 7, 8, 9, 
10, 11, 12]. Hence, human capital is critical initial ‘endowments’ which shape the 
entrepreneur’s aspirations and choices about the strategic direction of the business [13, 14]. 
Prior to 1994, South Africa was a developing country governed by apartheid policies which 
resulted in dividing the various population groups. In 1994, it became a democratic nation, 
popularly referred to as the ‘rainbow nation’. The labyrinth of apartheid laws and policies 
in South Africa served to perpetuate a white labour and political aristocracy, denying the 
black race group, which then comprised the coloured, Indian and African groups, the 
opportunity to participate fully in the economy. About 80 % of the South African population 
is made up of black Africans; most of them can be classified as poor [15] with an official 
unemployment rate of estimate of 24.7% [16]. According to Statistics South Africa (2011), 
Africans are in the majority, making up 79.2% of the population; coloured and white 
people each make up 8.9% of the total; and the Indian, Asian, and other population 
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counts 3%. Recognition is also growing that women make a vital contribution to economic 
development [15]. Yet gender continues to have a negative impact on such development on 
the African continent [17]. However, lack of financial capital  will lead to a great 
impediment to entrepreneurial growth in developing economies, in which the financial 
system is transforming towards market governance. Thus, this study looks into the key 
factors of human capital associated with gender and race issues in accessing bank finance 
in the context of South Africa. 
 
A. Accessing Bank Finance: Human Capital 
Human capital derives from investments in formal education, work experiences and 
training [11], also includes training courses that are not part of traditional formal 
educational structures. On the demand side, higher levels of education and longer previous 
managerial experience result in the accumulation of explicit knowledge and 
entrepreneurial skills [18]. Similarly, entrepreneurs with higher levels of education and 
work experience are likely to be more efficient in seeking, gathering and analysing 
information about the availability of opportunities including accessing financial resources 
[9]. 
 
On the supply side, the level of education may serve as a proxy for persistence, motivation 
and self-discipline, which impacts favourably on the impressions of financial capital 
providers [10]. Reference [3] shows that a college education improves access to debt 
capital, most directly for commercial bank borrowers. Small business owners with higher 
educational backgrounds have a higher probability of choosing external sources of funds 
in the form of bank loans [8]. Reference [7] finds that education made little difference to 
sources of finance, except that those educated up to Grade 12 (A level) more frequently 
used friends and family and re-mortgaged their homes, and that graduates had the least 
difficulty in raising finance. Some evidences were found that education was positively 
related to external loans [10, 19]. In addition, business owners with higher levels of 
education were significantly less likely to have applied for a loan within the previous three 
years of the start of a business operation [10]. First, education is linked with business 
performance, implying that more highly educated owners operate more profitable 
businesses. Second, more highly educated owners may make better use of trade credit as a 
source  of  financing,  thus  reducing  their  reliance  on 
interest-bearing loans. 
 
B. Accessing Bank Finance: Gender and Race 
In relation to gender, despite the growing body of literature on women-owned businesses, 
their financing strategies and the relationship of financing to growth and performance [11, 
20], extant research has not established a set of relationships or patterns that would be 
unequivocally attributable to gender. Treatments of the effects of gender and race on the 
access to entrepreneurial financing in the context of developing economies, in particular, 
have been limited. In development terms, South Africa is classified as a developing nation 
[21]. It is regarded as having a productive and industrialised economy. 
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South Africa’s own economic transition into the new millennium  has  affected  men  and  
women  differently. Reference [17] highlights the fact that women still do not have equal 
economic rights and access to resources such as finance. Under these conditions, they are 
unable to take full advantage of the economic opportunities presented by transition. The 
International Finance Corporation maintains that, while access to resources such as 
financial services continues to be largely racially defined, the gender gap between men and 
women persists, and is likely to grow unless special efforts are undertaken to address the 
underlying issues [22]. 
 
C. Proposed Model and Hypothesis Development 
Securing bank finance is influenced by the human capital variables of the entrepreneur 
[11, 23]. Business owners’ experience and educational levels may provide signals of a 
better human capital [24]. Thus, the better the human capital, the greater the more likely 
the start-up of an enterprise, its growth and expansion, and consequently its access to 
financial capital. In South Africa, during the apartheid era, race and gender had an 
influence on the success rate of the bank application process. Studies showed that women 
start their businesses with smaller amounts of financial capital and are less likely to 
raise finance from external sources [25, 26]. 
 
Based on the relevant literatures, the key factors of human capital, gender and race issues 
were embedded into the development of the proposed model (Fig.1) and the hypotheses 
(H1-H3) below: 
 
H1: Business owner’s human capital is positively related to securing bank finance. 
 
H2: Male  and female  business owners are equally likely to be successful in their 
applications for bank finance. 
 
H3: Black and white business owners are equally likely to be successful in their 
applications for bank finance. 
 
II. METHODOLOGY 
This study employed a quantitative method, using exploratory and descriptive research. 
Based on the nature of the study, the survey method was found to be the most convenient. 
The target population was SMME owners who were operating in the main trading areas of 
Cape Town Central, Bellville, Parow, Mitchells Plain, Wynberg, and Goodwood in this 
study. This could be generalisable to the Western Cape, as most SMMES are located in 
these areas. A self-administered questionnaire was developed through the key factors of 
human capital (education, business training, work experience, previous ownership and 
work experience and multiple-ownership) that were derived from the literature. These 
factors were coded as variables as Var1-Var6 which are used to determine the accessibility 
in securing bank finance. Data were randomly collected from 532 SMME owners. Data 
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were then analysed through SPSS statistical software to determine the descriptive results, 
Chi square value and regression analyses. 
 
III. RESULTS AND DISCUSSION 
A.   Human Capital Variables affecting Bank Finance 
Table I showed the human capital variables were cross-tabulated with bank application and 
success to establish if there were associations between human capital variables and bank 
finance application and success in bank application. For example, 51% of the bank 
applicants were educated whereas 49% were uneducated; 83% were successful in bank 
application, while 70% were unsuccessful (Var1). Based on p-value, the variables Var1, 
Var2, Var5, and Var6 were not significant, although being educated contributed to the 
success of bank application. 
 
Based on the Table I, both first-time business owners (Var3) and owning other business 
(Var4) are significant (p<0.05), 77% of the total bank applications were from first-time 
business owners and 23% were from non-first- time owners; 78% of first-time owners, 
compared to 73% who were not first-time owners (Var3), were successful in their bank 
applications. 
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A. Bank Finance from Gender and Race Perspectives 
Respondents were required to indicate if they had applied for a bank loan during the past 
three years and to indicate whether they had been successful in their most recent 
application. 
 
Table II shows the results from a gender perspective and a race perspective. 27% of the 
total respondents applied for a bank loan. A significantly higher proportion of males (32%) 
than females (19%) applied for bank loans (p<0.05). 
 
These  results  indicate  that  first-time  owners  were more likely to apply and be successful 
in securing loans than non-first-time owners. 61% of the bank applicants who own other 
business, while 39% did not own other business (Var4); the bank application success 
rate was 75% for respondents who owned other business, compared to 79% of the 
subjects not owning other business. This shows that those who did not have ownership in 
other business were more likely to apply and be successful in securing loans than those who 
had ownership in other business. Owners of one business were thus more likely to apply 
successfully for bank finance than those who had multiple-ownership. 
 
B.   Bank Finance from Gender and Race Perspectives 
Respondents were required to indicate if they had applied for a bank loan during the past 
three years and to indicate whether they had been successful in their most recent 
application. 
 
Table II shows the results from a gender perspective and a race perspective. 27% of the 
total respondents applied for a bank loan. A significantly higher proportion of males (32%) 
than females (19%) applied for bank loans (p<0.05). 
 
From a race perspective, the application rate for black SMME owners was similar to that for 
white SMME owners. Thus, there was no significant difference between the race groups in 
terms of bank application. In terms of success rate, 93% of the white entrepreneurs were 
successful, compared with 69% of black entrepreneurs. White entrepreneurs are thus more 
likely to be successful in bank applications compared to black entrepreneurs. Human capital 
variables were regressed to assess which variables affected the likelihood of applying for 
bank finance and resulting in success, as shown in Table III. The independent variables 
were level of education, business training, first business, and owner of other business/es,    
previous    management    experience    and previous work experience. 
 
In  Table  III,  Models  1  and  2,  containing  all  the predictors, were statistically significant 
[X2 (6, N= 532) = 18.275, p=0.006] and Model 2 [X2 (6, N= 532) = 13.851, p=0.031]   
indicated   that   the   models   were   able   to distinguish between the human capital 
variables that contributed to applying for bank finance and success in bank application. As 
shown in the Table III, two independent variables made a unique, statistically significant 
contribution to the model (first-time owner and owner of other businesses). The strongest 
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predictor of bank application was ‘owning other business/es’, indicating that respondents 
who owned other business/s were 1.97 times more likely to apply for bank loans than those 
who did not have other businesses, controlling for all factors in the model. The strongest 
predictor of success in bank application was ‘first-time owner’, indicating that respondents  
who  were first-time  business  owners were 1.90 times more likely to be successful in their 
bank loan applications than those who were not first-time owners, controlling for all 
factors in the model. 
 
C.   Results of the hypotheses 
H1: Business owner’s human capital is positively related to securing bank finance. 
Only three human capital variables, namely ‘first- time business owner’, ‘owner of other 
business/es’ and ‘management experience’ were associated with securing bank finance. In 
particular, education was not associated with success in securing such finance. Thus it can 
be concluded that human capital is not strongly associated with securing bank finance. 
 
H2: Male  and female  business owners are equally likely to be successful in their 
applications for bank finance. 
Although male entrepreneurs had a stronger bank relationship than females, the success of 
bank applications was not significantly different between male and female entrepreneurs 
thus supporting this hypothesis. 
 
H3: Black and white business owners are equally likely to be successful in their 
applications for bank finance. 
There were no differences in the bank  application rates from a race perspective. However, 
a significantly higher percentage of white entrepreneurs than black entrepreneurs were 
successful in their bank applications, thus not supporting this hypothesis. 
 
IV.  CONCLUSION 
In general, differences in human capital variables were noted from a gender and a race 
perspective. A quarter SMMEs sourced finance from a bank. Being educated, a first-time 
business owner and owning one business  were  associated  with  bank  application  and 
success   in   the   bank   application   process.   A   higher proportion of males than females 
applied for bank finance and it is found that gender is independent of success in bank 
application. 
 
From a race perspective, the bank application rates were similar. However, white 
entrepreneurs were more successful than black entrepreneurs in securing finance from a 
bank. The results suggest that white entrepreneurs have a greater chance of success than 
black entrepreneurs. Business training, management experience and previous work 
experience were not associated with bank application and success in obtaining bank 
finance. Hence human capital of an entrepreneur was not positively associated with success 
in bank application. 
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In conclusion, financial capital was not influenced by gender. Male and female owners were 
equally likely to be successful in the bank application process. However financial capital 
was influenced by race; white entrepreneurs were more likely than black entrepreneurs to 
be successful in their applications for bank loans. 
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